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It is an honor to give the benediction to this
Annual Conference of the Public Utility Research
Center. It is likewse gratifying to wap up what, by
all accounts, has been a forward-Iooking di scussion of
the com ng changes in the electric power business and

how we can begin to cone to grips with them

When Bil |l Cavanaugh of Carolina Power & Light
Conpany yesterday cautioned us all to be deliberative

I n our pursuit of industry changes and to be respectful
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of history, it struck a chord. As a forner

professional historian, it is hard for me to find fault
with that adnonition. The problemis, nothing quite so
dramatic as this has happened in this industry before,

at | east since Sam I nsull.

Not so |l ong ago, natural gas and electricity
regulators felt no need for vision. Utility executives
arguably had | ess need for strategy. The environnent
was relatively static, at |east by conparison to today;
and regul ators, once a nonopoly service provider had
been sel ected, sinply stood guard over its conduct
forever. There was an understandi ng about cost
recovery between governnent and these energy providers
called the regul atory conpact, and precedent becane the
regul atory bible. Wile there were varying
I nterpretations of the canon, nothing made it necessary

or desirable to stray fromthe faith.
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As an indication of the sheer dinension and pace of
t he chal |l enges we suddenly face, when a Comm ttee of
the Florida House of Representatives recently issued a
primer on the state of the industry, it took |ess than
two pages to dispose of everything fromyoung Edi son to
the 1992 Energy Policy Act. The weighty di scussion of
what has occurred in |less than a decade since then
barely scratches the surface of what the current
conpl ex circunstances are. Mich as we m ght prefer
"careful study to raw speed” in approaching the
chal | enges of conpetitive energy markets, | don't think
we get to choose. W nust do both. Regulators and
I ndustry ali ke nmust be prepared to nake fundanental,
difficult, and altogether historic decisions in the
next five years about how conpetitive energy markets
wi Il work and how the public interest is served. Most
of the tough decisions of the next few years still
bel ong to the states. |In Florida, the prem um on

courage and col | aboration, as well as care and speed,
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Is as high as it is anywhere else. As they say, you
can run but you can't hide! Neither can we in

Washi ngt on.

It is wdely acknowl edged that the demand for
electricity wll increase 30 to 40 percent in the
com ng decade. Florida alone needs to nore than double
Its generation resources by 2004. Gas conpanies are
eagerly, and al so apprehensively, anticipating a 30 or
35 Tcf market for natural gas in ten years, one third
greater than 10 years ago nationally and nmany tines
that here in Florida. In an environnment where buil ding
gas transm ssion facilities is usually seen, at |east
presently, as |less problematic to build than electric
transm ssion, there are serious questions about how the
new electric load will be nmet, and net reliably. Part
of the answer energing around the country appears to

I ncl ude nore nerchant generators, retail choice
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prograns, and new i ncentives to upgrade transm ssion

and delivery systens.

The inpetus for change does not stop there,
however. The overwhel m ng and sudden energence of
e-commerce i s changi ng our techni ques of supplying all
ki nds of services, including energy, and maki ng
avai |l abl e to conpani es and consuners new ways to
purchase, configure and manage products, including
energy. | submt to you that the Internet will change
the way custoners think and act, and it nmay render
strangely outdated, if not irresponsible, any obstacles
pl aced by utilities or governnents to custoner choice.

Yet, Business Wek (October 11, 1999) reports that

utility spending on e-conmmerce is the | owest of all
maj or busi ness sectors. To put it nore bluntly, the

Econom st states that conpanies that do not enbrace the

Internet will experience "death by 1,000 clicks."



Public Utility Research Center Annual Conference -6-
Gainesville, Florida  February 25, 2000

Al'l over the country, utilities are searching for
ways to respond to these pressures to conpete, to
reposition thenselves for a new environnent or -- to
put it another way -- to create or realize greater
val ue from new conbi nati ons of assets and servi ces.
Energy nergers accelerated in 1999; there were thirty
conpared to ten for 1998 and seven for 1997. More of
theminvol ved the convergence of gas and el ectric
conpani es, nergers of traditional utilities with non-
traditional players, nergers with foreign firns, and
alliances with non-energy firns. W saw the first
nmergers of disaggregated "T and D' conpanies. Finally,
electric utilities are nore often making the business
decision to separate the dividend-driven conponent of
t he busi ness, transm ssion and distribution -- fromthe
growt h and often |l ess regul ated side of the business,
generation or telecommunications -- in the belief that

the pieces are worth nore than the whole. Recent
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auctions of generation units at nultiples of book val ue

seemto bear that out.

It is in this broad and dynam c context that the
Commi ssion i ssued Order No. 2000. Naturally we got
down to the specifics of how Regional Transm ssion
Organi zati ons can address undue discrimnation in the
provi sion of transm ssion service, enhance reliability
and mar ket transparency, and how they will produce
greater efficiencies through conpetition and regi onal
pl anning. But, make no m stake about it, we believed
strongly that the bul k power market, as it now exists,
woul d not be up to the challenges of the 21st century
unless it was reconfigured on a new foundation. The
RTO, or at least regionalism was not a new idea in
Decenber of |ast year. NERC has enbodied it for al nost

40 years. Regional coordination was a major part of
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the 1992 | egislative debate, and we've been dealing
with how to create broader whol esal e markets ever
since, especially in light of Order No. 888 open

access.

Yet, the need is now nuch greater to enhance system
reliability, devel op better congestion nmanagenent,
overcone obstacles to rational transm ssion planning
and expansion, create markets that all players can
trust, and encourage devel opnent of new generation
where needed, not to nention the need to support
energing retail access prograns. | believe you feel

that need as keenly here as anywhere el se.

RTOs are not the entire answer, of course. But
wi t hout them policymakers and busi ness deci si onmakers
will find the solutions to the new nmarket chall enges
very hard to attain indeed. Qur rule is voluntary.

But we are serious about seeing it inplenented. What



Public Utility Research Center Annual Conference -9-
Gainesville, Florida  February 25, 2000

has been said here in Gainesville makes ne optimstic,
and | know that the FERC owes a great deal to the early
effort of the Florida PSC to pronote di scussi on about
the future of this market. W are quite clearly noving
toward a shared vision of what grid operations and the
whol esal e market as a whole can becone. Wth RTGs of
proper scope and configuration, operational authority,
and i ndependence from market partici pants, we can
fashion a transparent, reliable bulk power systemthat
ends the bal kani zation and inefficiency that were so
acceptable for so many years and now prom se us only

grief.

The Commi ssion has put itself and its resources on
the line. W are beginning a collaborative process
that will carry through the spring and sumer and up to
the October 15 filing deadline. W are nmaeking staff
avail able all over the country to consult, advise, and

facilitate wi thout being prescriptive. W are |ooking
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for regionally appropriate solutions, and we w ||
return the creativity and hard work of participants not
only with better markets, but wth better (and even

| ess) regul ati on, deference, and pricing reforns to
support the viability of the new stand-al one
transm ssi on business. Staff has already begun its
work in the Pacific Northwest, where the Bonneville
Power Adm nistration and the major utilities have
commtted to work wiwth all participants on an RTO
It's now on to Cincinnati and the M dwest next week.
W want all states and regions and market participants
I nvol ved, working, tal king, and getting down to the

details.

As often happens in negotiations, especially where

preconceptions are powerful, parties will enter the

process with bottomlines, with assunptions that have
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not borne exam nation, or a willingness to go "just so
far." Like any other state or region, Floridians no
doubt bring simlar baggage to the table as well,

per haps for good reason.

Let me close with a few point-counterpoints to |et
you know that participants in your state processes or
our coll aboratives (and they are not nmutually
excl usive) ought to be prepared to critically reexam ne

their preconceptions. W have heard them all before.

Poi nt : Public power entities won't participate in an
RTO.
Count er poi nt :
They have special issues, but experience thus far
shows that a viable offer will do the job of noving
parties toward a commopn goal. The New York Power
Aut hority and the Long |Island Power Authority have

joined an 1SO in New York, BPA is working on a big
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one out West, and the CGeorgia cooperatives could be
eager partners for you. But, as Hagler Bailly said

inits Qutlook 2000, the problem my be that "a

nmonopoly I QU and a nonopoly publicly owned entity
have much nore in common than either wants to
admt." \Were disaggregation has occurred, the
potential for real partnership between private and

public power is greater.

Poi nt : No one-size-fits-all solutions from
Washi ngt on.

Count er poi nt :
Ckay, we give up! Oder No. 2000 affords regions
enornous flexibility as long as voluntarism can be
made to produce. W have rejected proposal s that
do not neet our basic requirenents because the
defects underm ned the fundanental objective of a

| ar ge unbal kani zed mar ket for bul k power. But
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within that paraneter, we are open to a

br eat ht aki ng range of proposals.

Poi nt : I ncentives only work where for-profit
i nstitutions, normally transcos, are forned.
Count er poi nt :
Behavi or and rewards can be linked in any
organi zation. After all, the stock exchanges have
nonprofit boards. Besides, the Comm ssion has
al ready shown a wllingness to entertain hybrid or
multi-tiered organi zations that can effectively
function and obtain the attributes of nore

t han one form of RTO
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Poi nt : Ownershi p and control of transm ssion cannot be
efficiently separat ed.

Count er poi nt :
Exi sting | SOs have proven that assunption
i ncorrect. Properly structured, 1SGCs (like
transcos) can have an incentive to maxi m ze
t hroughput, be accountable, and identify
opportunities. More basically, separating
ownership and control is the quickest way to obtain
a form of operational independence for the grid.
Transcos have proven tougher to put together and
pose speci al problens for public power entities.
Order No. 2000 allows ISOs to evolve into transcos,
and we even approved that idea in Alliance. The
real problemis not the conbination of ownership
and control of transm ssion, but the conbination of
generation and transm ssion that results from

vertical integration.
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Poi nt : St akehol der boards are inefficient and possibly
unf air.
Count er poi nt :
Maybe so. That particular form of denocracy has
not been without its problens. However, they do
add value to the extent they help avoid litigation

and build trust anong market participants.

Point: A Florida-only RTOis the only practical option.
Count er poi nt :
Believe ne, every region thinks it is unique and
it's generally not. If any State (other than
Al aska or Hawaii) is electrically isolated, it is
Florida. There is a better (but not concl usive)
argunent to be nmade that Florida is a nore discrete
"region" than there is for New York or California.
Only up to 10 percent of Florida's demand can be
satisfied by electricity inports; so, gas, oil, and

coal nust be inported instead. But, why is this
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exi sting situation good? Wthout a cross-border
RTO, Florida may | ose | owcost options for its
consuners. An RTO can help strengthen interties
and expand the nmarket available to Florida
consuners. | n an e-commerce environnent where al
regions are conpeting for capital, going it al one
could be costly. Moreover, | cannot commt that a
Fl orida-only RTO neets the requirenents of Order

No. 2000.

In sum if the participants in this market want to nove
ahead, these are solvable problens. Don't use them as
excuses or ways to forecl ose good di scussions or take
off the table good options that may, now or in the

future, lead to greater inclusion of participants in

the market -- the test of a successful and conpetitive
market. My colleagues and | ook forward to seeing the
fruits of your hard work . . . soon! And we are

avai l able to Il end a hand whenever you need it.
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Thank you
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